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Effects of Immigrant Skill 
Levels on Domestic Inflation
Seth Daugherty
Introduction
• In most wealthy nations, population growth tends to slow 
significantly.
• As this leads to economic stagnation, most nations tend to increase 
immigration.
• Although immigration increases a nation’s GDP, how does it affect 
the nations’ price levels?
• More specifically, how does the educational composition of the immigrants  
affect inflation?
Literature Review
• The New Americans: Economics, Demographic, and Fiscal Effects of 
Immigration (NRC (1997)) laid the base work for this paper. 
• The gap between native wages and recent immigrants had been widening 
substantially.
• This is primarily due to the source nations of American immigrants shifting from 
Europe in the 1970 to Latin American and Asia in the 1990s.
• The latter two regions tend to have significantly lower wages.
• The European immigrants, over the same time span, saw earnings that were slightly 
lower than domestic, to significantly higher.
• Latin American and Asian workers have significantly lower wages than domestic 
citizens.
• Immigrants are also significantly overrepresented at the bottom of the wage 
distribution, especially where they are highly concentrated.
Literature Review (cont.)
• NRC 1997 continues that trends in immigrant skills determine the 
impact of immigration on employment opportunities for natives.
• The Immigration and Nationality Act Amendments of 1965 saw the 
deemphasizing of the role of skills in determining entry visas.
• Even though wages were falling, an increasing proportion of 
immigrants have at least a bachelor’s degree.
• The proportion of immigrants in the 1990s to have a bachelors was 
only a tenth of a percent lower than natives.
Literature Review (cont.)
• Feliciano (2005) suggests that an effect know as “brain drain” 
means developing nations’ educated workers are significantly 
more likely to emigrate.
• This paper also suggests that ethnic wage discrepancies may be strongly 
linked to that nation’s immigrant education levels.
• Hirschman and Falcon (1985) corroborates this, finding that low 
educational attainments are not overcome by successive 
generations.
Literature Review (cont.)
• While most of these studies focus on the immigrants themselves, 
Dustmann, Schönberg, and Stuhler (2016) focused on the effect on 
native workers.
• This paper noted that studies find many conflicting results.
• Card (2009) found very little effect on native wages, Borjas (2003) found a 
negative effect on native wages, and Peri (2012) found a positive effect.
• Again, these are all looking at the effects of immigrants on 
domestic wages, but another sensible indicator would be their 
effect on inflation.
Methodology
• Unfortunately, data for educational composition of US immigrants 
was unfit for a regression.
• Largest data from Pew was only collected once per decade starting in 1960, 
severely limiting time series possibilities.
• Most other comparable nations began recording their data after 1980, so 
panel data was not ideal either.
• The nation that best tracks the data for its immigrants is Australia
• Work on a points-based system and have annual data dating back to 1985.
Methodology (cont.)
• Australia segments its immigration into a skilled stream and a 
family stream.
• For this model, we will be using these as the high-skilled and low-
skilled categories, respectively.
• Many variable were nonstationary (GDP, CPI, # of Immigrants, etc.) 
and were changed into a year over year percentage change.
Methodology (cont.)
• The regression equations are as follows
• 𝑪𝑷𝑰𝒕 = 𝜶𝒕 + 𝜷𝟏𝑷𝑯𝑺𝒕 + 𝜷𝟐𝑷𝑳𝑺𝒕 + 𝜷𝟑𝑨𝑩𝒀𝒕 + 𝜷𝟒𝑶𝑰𝑳𝒕 + 𝜷𝟓𝑮𝑶𝑽𝒕 +
𝜷𝟔𝑹𝑮𝑫𝑷𝑷𝑪𝒕 + 𝜺𝒕
• Were
• CPI = Australian consumer price index, annual % change
• PHS = Proportion of change in AUS population attributable to high-skilled immigrants, 
annual % change
• PLS = Proportion of change in AUS population attributable to low-skilled immigrants, 
annual % change
• ABY = Average 10-year AUS govt. bond yield, annual % change 
• Oil = Global oil prices, annual % change
• GOV = Government Spending Per Capita
• RGDPPC = Australian real GDP per capital, annual % change
Variable Coefficient Std. Error t-Statistic Prob.
C 0.214339 0.172936 1.239410 0.2277
PHS -0.041050 0.042931 -0.956191 0.3489
PLS 0.375186 0.104217 3.600043*** 0.0015
ABY 0.025282 0.034061 0.742248 0.4655
OIL 0.000376 0.000151 2.484405** 0.0207
GOV -0.015345 0.009374 -1.636945 0.1153
RGDPPC 0.004970 0.003660 1.357943 0.1877
R-squared 0.494173 Mean dependent var 0.033620
Adjusted R-squared 0.362219 S.D. dependent var 0.023665
S.E. of regression 0.018899 Akaike info criterion -4.898430
Sum squared resid 0.008215 Schwarz criterion -4.571484
Log likelihood 80.47645 Hannan-Quinn criter. -4.793837
F-statistic 3.745022 Durbin-Watson stat 0.822446
Prob(F-statistic) 0.009560 Wald F-statistic 6.338069
Prob(Wald F-statistic) 0.000482
• Critical Values
• 1% - 2.807 (***)
• 5% - 2.069(**)
• 10% - 1.714 (*)
• The annual proportion of change in 
the Australian attributable to low-
skilled immigration was significant 
at the 1% level.
• The % change in the global price of 
oil was significant at the 5% level.
• Note that C is a common constant, 
not a variable.
Effect of Immigration on Inflation (based on the CPI)
Results
• The adjusted R-squared indicates that 33.17% of the variation in 
the consumer price index of Australia is explainable by the model
• The F-statistic shows that the variables of the model are 
significant at the 1% level
• The F-stat was 3.745, exceeding the critical value of 3.71 at the 1% level.
• The most statistically significant variable is low skilled 
immigration, which also had the largest coefficient.
• High-skilled immigration was statistically insignificant in impacting 
the variation in inflation (calculated from the change in the CPI).
Conclusion
• Unfortunately, the data for immigrant education was not available 
and workable in a larger data set, but the findings are 
nevertheless statistically significant.
• Perhaps with a larger data set, the positive benefits of high-skilled 
immigration on the CPI would be significant.
• While previous research has found that immigration decreases 
wages, this paper finds that at least low-skilled immigration 
increases the price level through an increase in demand.
• Perhaps this is explained by an increase in profits
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